Supplementary Data Description
Further to the data description in Section 2, Figure 1 presents each country's overall index of services investment restrictions as it relates to the establishment of commercial presence (STRI Mode 3), plotted against per capita income and augmented with a simple linear fit. Figure 1 reveals a great deal of variation in the overall restrictiveness of services trade policies. On the one hand, most OECD countries are clustered together at the bottom-right corner, reflecting their general overall openness, notwithstanding some rather restricted subsectors. On the other hand, some fast-growing dynamic economies in East Asia such as Thailand, Malaysia, Indonesia, the Philippines and China appear to have relatively significant services trade barriers. The same is true for India and some countries in the Middle East, including Iran, Egypt and the Gulf Cooperation Council (GCC) countries. Some of Africa's poorest nations also have rather restrictive services policies; in particular, Ethiopia and Zimbabwe turn out to be amongst the least open countries in the sample (top-left corner). Further to the description of STRI scores in Section 2, Table 1 presents unconditional correlations between sectoral Services Trade Restrictiveness Indices (STRI). Figures 2 and 3 illustrate in greater detail the importance of intersectoral linkages, i.e. the cross-country distribution of the significance of services as inputs for manufacturing production and vice versa. We consider only services sectors that are included in the Services Trade Restrictions Database, and we use information from the OECD STAN Input-Output tables for the mid-2000 for OECD countries and some developing countries. Unfortunately, only about a third of the countries for which the STRI index is built are represented in the OECD-STAN database. Figures 2 depicts the services share in manufacturing production whereas Figure 3 conversely shows the importance of manufacturing as intermediate input in the production of the services covered in the STRI index. GRC  LVA  EST  BEL  CYP  CHL  NOR  IRL  AUT  SVN  ISR  SWE  POL  MEX  HUN  ITA  NLD  FIN  LTU  AUS  FRA  DEU  TUR  GBR  MLT  CHE  PRT  DNK  CZE  BGR  SVK  ESP  CAN  USA  IND  ZAF  ROM  IDN  BRA  TWN  LUX  JPN Tables 2 and 3 provide a full tabulation of results for a re-estimation of all second stage specifications using instrumental variables as described in Appendix A.2. IV estimation: UR commitments and nearest-neighbor STRI excluded instruments in all models. Column (7) excludes China, India, the US and the UK. ***, **, * denote significance at 1%, 5% and 10% level, respectively. IV estimation: UR commitments and nearest-neighbor STRI excluded instruments in all models. Column (7) excludes China, India, the US and the UK. ***, **, * denote significance at 1%, 5% and 10% level, respectively.
IV Estimation of Second Stage models

Robustness checks
As discussed in Section 5.2 of the paper, the main findings are robust with respect to a number of alternative specifications. This section presents a series of robustness checks that relate to:
1. dividing results by country groups (developed/developing countries), 2. using an alternative pooled estimation procedure for the first stage, 3. using an alternative weighted least square estimation for the second stage, 4. using the STRI in level as opposed to logs, 5. using an alternative sample period.
Disaggregated Results by Country Groups
Running the first stage regressions (Tables 4 and 5 below) by groups of countries (High income, middle income and low income), reveals how the effect of distance is much stronger for M&A flows between low income than between high income countries. In Tables 6 and  7 we report the second stage results obtained by introducing income group dummies in the second stage regressions. The negative effect of the STRI on both the intensive and extensive margin of M&As seems to be more important for middle and high income countries than for the poor countries. The interaction terms with the services share of value added are now significant only for middle and high income countries, while the interaction terms with the manufacturing share of value added are still positive, significant in some cases (depending on the specification), but not systematically different across different groups of countries. We obtained broadly analogous results by running the regressions on separate samples for developed and developing countries (Tables 8 and 9 ). Dependent variable: First-stage pooled estimated fixed effects from probit model. 'Developed countries' are high-income countries, 'developing countries' are remaining (low-/medium income) countries. IV estimation: UR commitments and nearest-neighbor STRI excluded instruments in all models (6) and (8).
First stage results
Second stage results
Robust standard errors. ***, **, * denote significance at 1%, 5% and 10% level, respectively. Dependent variable: First-stage pooled estimated fixed effects from PPML model. 'Developed countries' are high-income countries, 'developing countries' are remaining (low-/medium income) countries. IV estimation: UR commitments and nearest-neighbor STRI excluded instruments in all models (6) and (8).
Robust standard errors. ***, **, * denote significance at 1%, 5% and 10% level, respectively.
Alternative Fixed Effects Specification and Estimation
The results of the first-stage investment flow gravity estimation remain qualitatively unchanged if the respective models (Probit and PPML) are run pooled across sectors using country*sector fixed effects for both HOME and HOST country. Results are presented in Table 10 below. This approach represents a more parsimonious methodology that has the additional advantage of controlling for correlation across sectors in the first stage. At the same time the effects of standard gravity covariates are restricted to be the same across sectors whereas Tables 2 and 3 in the paper do not impose this homogeneity assumption which, given the many differences across services subsectors, may be considered unduly restrictive. Most importantly, the corresponding second stage results (Tables 11 and 12 ) are close to the one presented in the paper in Tables 4 and 5 . Robust standard errors clustered by country pair. ***,**,* statistically significant at 1%, 5% and 10% respectively. IV estimation: UR commitments and nearest-neighbor STRI excluded instruments in all models (6) and (8). ***, **, * denote significance at 1%, 5% and 10% level, respectively.
Weighted Least Squares Second Stage Estimation
Re-estimation with weighted least squares takes into account the precision with which the fixed effects-the second stage's dependent variable-are estimated in the first place. The main results are qualitatively unchanged. Dependent variable: First-stage fixed effects from ppmln model. Robust standard errors. Model (7) excludes four potentially influential countries (USA, GBR, CHN, IND). ***, **, * denote significance at 1%, 5% and 10% level, respectively.
Alternative specification for the STRI
We present here the results obtained by using the STRI in level as opposed to logs. The main results are qualitatively unchanged. IV estimation: UR commitments and nearest-neighbor STRI excluded instruments in all models (6) and (8). ***, **, * denote significance at 1%, 5% and 10% level, respectively.
